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SUB J : GOP LAND AND TAX REFORM 

SUMMARY: PRIME MINISTER BHUTTO IN A TELEVISED SPEECH TO 
THE NATION JANUARY 5 LOWERED TO 100 ACRES CEILINGS ON LAND 
TENURE AND ANNOUNCED A REFORM OF PAKISTAN'S TAX SYSTEM 
FEATURING THE ESTABLISHMENT OF A TAX ON AGRICULTURAL INCOMES. 
INDIVIDUAL INCOME AND COMPANY SUPERTAX WERE ALSO SLIGHTLY 
REDUCED. THE SPEECH WAS DESIGNED. AT LEAST IN PART. WITH 
THE UPCOMING ELECTIONS IN MIND. SOME FORM OF LAND REFORM 
HAD BEEN WIDELY EXPECTED, AND OUR PRELIMINARY READING IS 
THAT THE ACREAGE REDISTRIBUTED UNDER THIS MEASURE COULD GO 
AS HIGH AS 2 MILLION ACRES IF IT WERE FULLY CARRIED OUT. 

GOP AND OUTSIDE ECONOMISTS HAVE BEEN PUSHING FOR AN 
AGRICULTURAL INCOME TAX FOR YEARS. WE BELIEVE THAT 
ACCEPTING THE PRINCIPLE OF TAXING AGRICULTURAL INCOME 
IS A SIGNIFICANT STEP, AND ONE THAT RAISES IMPORTANT 
QUESTIONS OF POLITICAL IMPACT, EVEN IF THE REVENUE IT 
RAISES TURNS OUT NOT TO BE VERY SUBSTANTIAL. MORE 
DETAILED COMMENTS WILL FOLLOW. END SUMMARY. 

1 . LAND REFORM: AFTER A LONG PREAMBLE IN WHICH HE STRESSED 
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THE NEED FOR BOTH EQUITY AND GREATER AGRICULTURAL PRODUCTION, 

THE PRIME MINISTER ANNOUNCED THAT EFFECTIVE JULY 1, 1977, 

NEW CEILINGS ON LAND HOLDINGS WOULD BE ESTABLISHED. THE 
LIMITS WERE TO BE SET AT 100 ACRES OF IRRIGATED LAND OR THE 
EQUIVALENT (COUNTING 2 ACRES OF UNIRRIGATED LAND AS EQUAL 
TO 1 ACRE OF IRRIGATED LAND). PREVIOUS CEILING HAD BEEN 
150 ACRES IRRIGATED LAND OR EQUIVALENT. THIS WAS TO BE 
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ADMINISTERED IN SUCH A WAY AS TO ENCOURAGE LAND OWNERS TO 
RETAIN CONSOLIDATED BLOCS OF LAND RATHER THAN SMALL 
PARCELS IN DIFFERENT PLACES. OWNERS WOULD BE COMPENSATED 
AT THE RATE OF 30 RUPEES PER "PRODUCE INDEX UNIT." COMPEN- 
SATION WOULD BE IN 10 YEARS NEGOTIABLE BONDS BEARING 
INTEREST AT 1 PERCENT ABOVE THE BANK RATE, A SHORTER 
MATURITY BUT SIMILAR IN INTEREST TO THE COMPENSATION BONDS 
ISSUED TO OWNERS OF NATIONALIZED INDUSTRY. STIFF 
PENALTIES WERE DECREED FOR EVASION. THE LAND RESUMED WAS 
TO BE DISTRIBUTED FREE TO LANDLESS TENANTS AND THOSE 
WHOSE HOLDINGS WERE BELOW THE SUBSISTENCE LEVEL, WITH 
THE PROVISO THAT THE NEWLY DISTRIBUTED LANDS MUST BE 
CULTIVATED. (SUBSISTENCE HOLDINGS HAVE BEEN DEFINED 
AS 12/5 ACRES IN PUNJAB AND NWFP, 16 ACRES IN SIND AND 
32 ACRES IN BALUCHISTAN.) 

2. TAXES: THE CENTERPIECE OF THE PRIME MINISTER'S TAX 
REFORM WAS THE INTRODUCTION OF A TAX ON AGRICULTURAL 
INCOMES. HOLDERS OF LESS THAN 25 ACRES OF IRRIGATED 
LAND OR THE EQUIVALENT WILL BE EXEMPT FROM THE NEW TAX. 

THOSE WITH LARGER HOLDINGS WILL PAY INCOME TAX ON THEIR 
ENTIRE AGRICULTURAL INCOME EFFECTIVE JULY 1. 1977. 

LIBERAL DEPRECIATION ALLOWANCES WERE DECREED FOR AGRICULTURAL 
INVESTMENTS. AT THE SAME TIME, THE PRIME MINISTER 
ANNOUNCED THE ABOLITION OF ALL LAND REVENUE. THESE 
TAXES, LEVIED BY THE PROVINCE ON A PER-ACRE BASIS, HAD 
ALREADY BEEN ABOLISHED FOR SMALL FARMERS IN OCTOBER 1975. 

3. AT THE SAME TIME, THE PRIME MINISTER ANNOUNCED TWO 
UNCLASSIFIED 

UNCLASSIFIED 

PAGE 03 ISLAMA 00170 01 OF 02 061247Z 

CHANGES IN INCOME TAX RATES WHICH WILL BENEFIT NON- 
AGRICULTURAL TAXPAYERS. THE MAXIMUM MARGINAL INCOME 
TAX RATE WILL BE REDUCED FROM 60 PERCENT TO 50 PERCENT, 

AND THE SUPERTAX ON CORPORATIONS FROM 30 PERCENT TO 
20 PERCENT. 

4. COMMENT: WE WILL BE SENDING IN FULLER COMMENTS WHEN 
WE HAVE HAD TIME TO ASSESS THESE MEASURES MORE THROUGHLY 
IN CONSULTATION WITH CONSTITUENT POSTS. WHAT FOLLOWS 
ARE OUR PRELIMINARY OBSERVATIONS. 

5. SOME FORM OF LAND REFORM HAD BEEN GENERALLY 
EXPECTED DURING THIS PRE-ELECTION PERIOD. THE LOWERING 
OF LAND TENURE CEILINGS AND BHUTTO'S TOUGH WORDS ABOUT 
PREVENTING EVASION WILL NO DOUBT BE POPULAR. THIS 
MEASURE FOLLOWS THE DECEMBER 19 PROMULGATION OF THE 
"PEASANTS' CHARTER," IN WHICH THE GOVERNMENT UNDERTOOK 
TO DISTRIBUTE STATE-OWNED LANDS TO LANDLESS AND BELOW 
SUBSISTENCE FARMERS. BASED ON 1972 GOP DATA, IN THEORY, 
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THE NEWLY ANNOUNCED LAND REFORM MEASURES COULD 
REDISTRIBUTE AS MUCH AS 1.6-2 MILLION ACRES, AND IF 
THE REDISTRIBUTION OF STATE LANDS WERE FULLY CARRIED OUT, 
THE TOTAL REDISTRIBUTED COULD BE SEVERAL TIMES THAT. 

BY WAY OF COMPARISON, THE SAME GOP DATA SHOW TOTAL 
FARM LAND IN PAKISTAN AS APPROXIMATELY 49 MILLION ACRES, 
AND THE TOTAL IN HOLDINGS OF UNDER 12 1/2 ACRES AS NEARLY 
15 MILLION ACRES. WE WILL BE ASSESSING WHETHER THESE 
LEVELS OF REDISTRIBUTION ARE LIKELY TO BE ATTAINED AND 
WHAT THEIR SIGNIFICANCE WILL BE FOR THE COUNTRY. 
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6. ECONOMISTS CONCERNED WITH PAKISTAN HAD BEEN 
PUSHING FOR AN AGRICULTURAL INCOME TAX FOR MANY YEARS. 
ARGUING THAT THE GOVERNMENT'S NEED TO MOBILIZE 
DOMESTIC RESOURCES MADE IT IRRATIONAL NOT TO TAP 
INCOME FROM THE LARGEST SEGMENT OF THE PAKISTAN 
ECONOMY. WE THEREFORE CONSIDER IT HIGHLY SIGNIFICANT 
THAT THE PRINCIPLE OF AN AGRICULTURAL INCOME TAX HAS 
BREN ACCEPTED. WE WILL BE ASSESSING THE LIKELY IMPACT 
OF THIS MEASURE ON GOVERNMENT REVENUES, AND ITS LIKELY 
POLITICAL IMPACT. THE EXEMPTION OF FARMERS WITH LESS 
THAN 25 ACRES OF IRRIGATED LAND FROM THE TAX, ACCORDING 
TO OUR PRELIMINARY ESTIMATES, ELIMINATES SOME 93 
PERCENT OF ALL FARMERS FROM THE NEW TAX. WHICH OBVIOUSLY 
WILL SIMPLIFY ITS ADMINISTRATION. 

7. THE REDUCTIONS IN THE MAXIMUM MARGINAL TAX RATES 
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AND IN THE CORPORATE SUPERTAX WERE PROBABLY INTENDED 
AS AN INCENTIVE TO THE PRIVATE SECTOR. THEY SHOULD 
BE WELCOMED BY THE UPPER CLASSES AND CORPORATIONS BUT 
WE DO NOT YET KNOW HOW SIGNIFICANT THEY REALLY ARE. 

BYROADE 
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